Introduction
Although supplementary medical insurance (SMI) benefit reimbursements for prepaid health care have risen rapidly in recent years, the fee-for-service sector still accounts for most expenditures under Medicare. In 1983, the initial year of most data analyzed in this article, the fee-for-service sector accounted for more than 97 percent of all SMI benefits paid. By 1986, the last year covered in this article, this sector accounted for slightly less than 96 percent of SMI benefits. In this article, major trends in SMI benefit reimbursements, charges, and utilization in the feefor-service sector from calendar years 1983 through 1986 are described. Accompanying trends in Medicare inpatient hospital utilization are also included. This article is focused mainly on physicians and other noninstitutional suppliers of medical services and less on outpatient facility and inpatient hospital services. Benefits for the services of physicians and nonphysician suppliers of medical services and for outpatient facility care are paid from the SMI trust fund. Benefits for inpatient hospital care are paid from the hospital insurance (HI) trust fund.
Overview
Major regulatory and legislative changes in Medicare reimbursements for fee-for-service hospital and physician care were implemented in the period 1983-86.
• The prospective payment system (PPS), which began on October 1, 1983, was gradually phased in during fiscal year 1984. Subsequent conversions to PPS in two "waiver States," New York and Massachusetts, occurred in fiscal year 1986. PPS radically changed the method of Medicare payment for inpatient hospital services from cost-based reimbursement, which had been in effect since the beginning of Medicare in 1966, to predetermined rates for diagnosis-related groups (DRG's). Only
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two States, Maryland and New Jersey, and certain excluded hospitals are yet outside PPS.
• The peer review organization (PRO) program to review inpatient hospital care for medical necessity and quality began in 1984. A major PRO initiative in late 1984 encouraged thorough review of inpatient hospital surgical care to determine whether noninpatient hospital surgery would have been more appropriate.
• New payment policies were implemented for physicians/suppliers of Part B (SMI) services. These included a fee freeze on physician customary and prevailing charges, which extended from July 1984 through April 1986; fee schedules for laboratory services, which were implemented in July 1984; direct billing by independent laboratories, which was implemented in July 1984; and a physician participation program, begun in 1984, which sharply reduced balance billing rates. (Balance billing is the amount of beneficiary liability in excess of Medicare-approved charges for cases in which a physician does not accept Medicare-approved charges as final.) • Increasing competition was generated by the growing supply of physicians and the expansion of prepaid health care plans into fee-for-service markets.
• A fee-freeze policy, implemented in July 1984, was extended to 1986. The Health Care Financing Administration (HCFA) is currently attempting to assess the relative contributions of these and other health care market changes on spending for HI and SMI, a task that is complicated by their generally simultaneous occurrence. However, the cumulative effects of these changes are clear. Use rates for inpatient hospital care, which had expanded almost continuously since the beginning of the Medicare program, abruptly declined after 1983, as use rates for joint physicians/suppliers and outpatient facility care increased.
• In 1983, nearly 23 percent of all SMI enrollees used at least one hospital day in the year. By 1986, the proportion had declined to about 19 percent (Table 1 ).
• In 1983, 44 percent of all users of SMI-reimbursed 1986. 32,240; 1985, 31,605; 1984, 30,981; 1983, 30,508 services had reimbursements for both physicians/suppliers and outpatient facility care. By 1986, the proportion had increased to more than 50 percent (Table 2) . SMI enrollees using both physician and outpatient facility care increased from 28 percent of all enrollees in 1983 to 36 percent in 1986 (Table 1 and Figure 1 ).
• The joint use of outpatient facilities and physicians/suppliers increased both for patients who used inpatient facilities and for those who did not (Table 2) . Medicare spending for physicians/suppliers and outpatient facility services paralleled changes in utilization. In 1983, persons using services of both outpatient facilities and physicians/suppliers accounted for 68 percent of all SMI reimbursements, a proportion that increased to 78 percent in 1986. SMI spending for hospitalized and nonhospitalized persons followed similar trends. Persons using both physician and outpatient facilities accounted for 69 percent of SMI spending for hospitalized enrollees in 1983 and 80 percent in 1986; persons in the same category accounted for 68 percent of SMI spending for nonhospitalized enrollees in 1983 and 75 percent in 1986 (Table 3) . (Spending for hospitalized persons shown in Table 3 includes both inhospital and out-ofhospital expenditures.)
HI reimbursements for inpatient hospital care are increasingly accompanied by SMI reimbursements for the joint use of physician/supplier and outpatient facility services (Table 4) . In-1983, 62 percent of inpatient hospital spending was for persons using inpatient, physician/supplier, and outpatient hospital services; this proportion increased to 73 percent in 1986. (A relatively small amount of HI spending, $281 million in 1986, was not accompanied by any physician expenditures. This may occur because all physician spending for a hospital stay that straddled 2 calendar years occurred in the earlier year or because the physician did not perform a reimbursable service during the year.)
Average combined HI and SMI reimbursements for hospital users with inpatient hospital and physician/supplier or outpatient facility care reached $9,109 in 1986, 36 percent above 1983 levels (Table 5) . From 1983 to 1986, average SMI reimbursements for hospitalized persons increased more slowly (up 30 percent to $2,421) than did average HI reimbursements (up 38 percent to $6,688).
SMI reimbursements to physicians for inpatient hospital services as a proportion of total SMI spending for hospitalized persons decreased steadily during the period. In 1983, 78 percent of all reimbursements for physician services for hospitalized persons were for inpatient hospital care, compared with 70 percent in 1986. The declining incidence of hospitalization further reduced the share of total SMI 'spending represented by reimbursements for physician services in inpatient hospitals. In 1983, Medicare benefits for physician care in an inpatient hospital setting accounted for 48 percent of all SMI reimbursements for physician/supplier and outpatient facility care. This proportion declined to 35 percent in 1986 (Table 6 ).
The marked decrease in the proportion of persons using inpatient care was accompanied by significant changes in characteristics of inpatient hospitalizations that further altered patterns in the use of physician/supplier services. These changing characteristics are described in the next section.
Short-stay hospital use
The relative decline in the number of persons hospitalized was accompanied by other significant changes in inpatient hospital care for Medicare enrollees. Short-stay hospital admissions and lengths of stay both decreased; thus, total days of care decreased even more swiftly. Intensity of care as measured by special care days increased, as only sicker patients continued to be hospitalized. All of these events were manifested in changes in physician charge and utilization patterns, as demonstrated in later sections.
Fee-for-service short-stay inpatient hospital admissions, which had been rising steadily prior to 1984, fell each year from 1984 through 1986 (Table  7) . Admission rates dropped even faster because Medicare populations continued to grow. Admission rates per 1,000 HI enrollees dropped from 399 in 1983 to 349 in 1986.
Hospital discharges can be categorized as medical or surgical as defined by the DRG assigned to a discharge. Discharges can be further categorized by disease system (diagnostic category). Medical discharges for all major diagnostic categories began to decrease in late 1983 and continued to decline through 1986. However, total surgical discharges increased in 1984. After 1984, surgical discharges for circulatory and respiratory ailments increased while discharges for eye conditions, primarily cataract surgery, decreased precipitously. If eye conditions are excluded, surgical discharges as a percent of all discharges increased steadily from 1984 through 1986 (Table 7) . Average lengths of stay for short-stay hospital inpatients steadily declined for many years prior to PPS. After implementation of PPS in October 1983, they declined much more rapidly, and they continued to decrease in 1984 and 1985 . However, in 1986 , this long-term trend ceased when average lengths of stay increased. If admissions for inpatient cataract surgery are dropped from the computation, average length of stay is seen to stabilize in 1986 (Table 8) .
Decreasing Medicare admissions under the fee-forservice system and declining or stable lengths of stay jointly resulted in rapidly decreasing days of inpatient hospital care (Table 9 and Figure 2 ). At the same time, nonroutine, or special care, inpatient days (i.e., those days provided in intensive care or coronary care units), increased absolutely and also as a percent of total days of care (Table 10 and Figure 3 ). Clearly, there was an increase in the average intensity of care provided patients who continued to be hospitalized. The impact of declining admissions and lengths of stay and of increasing intensity of inpatient care should be manifested in physician/supplier charge and utilization patterns, a subject discussed in the following sections.
Allowed charges
Medicare benefit reimbursements for physicians and other noninstitutional providers of medical services, discussed in the first section of this article, are determined by allowed charges for their services. In this section, the relationship between benefits and allowed charges and the sources of increase in allowed charges by place and type of service are shown. Benefit reimbursements tend to rise at a faster rate than allowed charges because the fixed Part B deductible, $75 since January 1982, comprises an increasingly smaller proportion of allowed charges (Table 11 ). In estimates of deductible amounts applicable to physicians and other Medicare suppliers shown in Table 11 , Part B deductible amounts for outpatient facility services are excluded.
Trends in inpatient hospital care and in joint use of physician care and outpatient facilities were described in the previous sections. These trends are manifested clearly in changing patterns in Medicare-allowed charges for physician and other noninstitutional suppliers of medical services by place and type of services (Table 12) physician visits) accounted for 18 percent of the increase in charges.
• The remaining services-consultations, diagnostic X-ray and clinical laboratory services, nonphysician medical supplies and services, and radiation therapy-accounted for the remaining 44 percent of the increase. If charges by major type of service are further examined by place of service, these trends are apparent:
• Virtually all of the increases in surgical charges were for office or outpatient facility settings (Figure 4 ). • Virtually all of the increases in physician medical charges were for office settings; charges for inpatient hospital services remained constant.
• Total clinical laboratory charges as a percent of total allowed charges for all services have remained constant, slightly more than 9 percent. However, a shift in place of service to "other" and to outpatient hospital seems to have occurred. This shift may result from regulatory changes prohibiting physicians from billing for services actually performed by independent laboratories and from including payments for inpatient hospital laboratory services performed by independent laboratories in the DRG payment. 
Days in millions
Increases in charges for services in office and outpatient facility settings accounted for about threefourths of the total increase in allowed charges from 1983 to 1986. Major contributors to increased charges in office settings were surgical and surgical-related (anesthesia) service charges.
Data for 1982 are included in Tables 11-13 to demonstrate changing charge patterns prior to PPS, a period marked by rapidly increasing physician charges for both office and inpatient settings. Physician charges for inpatient surgical services continued to increase in 1984 as charges for inpatient medical services declined. Further analysis is required to determine whether the shift of surgical charges from inpatient settings to office and outpatient settings in 1985 was a response to PPS or to other regulatory and reimbursement policy changes.
Although frequencies of service by place and type have been reported to HCFA for many years, definitions of units of service changed over time as physicians and other medical suppliers changed their billing practices in response to new regulatory requirements or to new reimbursement policies. This has made it difficult to determine trends in the number of services provided by type and place of service. Only with the implementation of new statistical reporting procedures, primarily the Part B Medicare Annual Data (BMAD) system, which effectively began in 1985, could specific procedurerelated charges and common units of measurement be identified. Despite these difficulties, an attempt was made to portray trends in those types of services for which such definitional changes were presumed to be minimal (Table 14) . The data should be interpreted cautiously, however, because separation of surgical charges from other charges (unbundling) could account for part of these trends.
The following information can be derived from Increases in medical services in an office setting were offset by decreases in medical services in inpatient hospital settings. The average annual rate of growth in combined medical services for both settings from 1983 to 1986 was about the same as the SMI population growth, about 2 percent per year. Thus, it seems valid to tentatively conclude that office medical services are being substituted for inpatient medical services and that no net increase in such services per capita occurred during the period.
• By contrast, surgical services per capita grew at an average annual rate of about 7 percent from 1982 to 1984 and at an average annual rate of more than 13 percent from 1984 to 1986. Out-of-hospital surgical services accounted for all of this growth in more recent years, as inpatient hospital surgical services declined after 1984.
In this section, it is demonstrated that charges for surgical services, primarily services in out-of-hospital settings, were mainly responsible for total increases in allowed charges during the period. Other sectors, particularly charges for diagnostic X-rays, clinical laboratory services, and miscellaneous goods and services, contributed significantly also. A more detailed examination of major changes from 1985 to 1986, made possible by HCFA's new statistical system, BMAD, provides further insight into these long-term trends.
Physician charges and services, 1985-86

Medical
In the prior section, we saw that overall charges for medical services increased only one-half as fast as Health Care Financing Review/Fall 1988/volume 10, Number l charges for all services from 1983 to 1986. This relative rate of change was corroborated for 1985 to 1986 by analysis of detailed procedure-specific data first available in 1985 from BMAD. A more detailed examination of trends in medical services provides some insight into these changes.
Medical charges are made for physician visits and for a wide variety of diagnostic and therapeutic services. In 1986, charges for physician visits comprised about 46 percent of all office medical charges and about 75 percent of all Medicare inpatient hospital medical charges.
The structure of physician visits in both office and inpatient settings changed significantly from 1985 to 1986. Inpatient hospital visits decreased from 87 million to 80 million, but office visits increased from 73 to 76 million (Tables 15 and 16 ). Average charges for inpatient hospital visits increased slightly faster, 5.4 percent, than average charges for office visits, 4.7 percent. The offsetting effect of these changes resulted in a relatively minimal increase in total visit charges for both settings combined, only $64 million (3 percent of the increase in total physician charges from 1985 to 1986).
Changes in the mix of visits in both office and inpatient hospital settings are evident from the data in Tables 15 and 16 . In particular, such changes contributed about one-third of the increase in average charges for "established patient" office visits and "subsequent care" inpatient hospital visits. However, declining hospital utilization and increasing intensity of inpatient hospital care, noted in the prior sections, and the simultaneous increase in office care for persons who would otherwise be hospitalized seems to explain at least part of the changes in the mix of services. Increases in office medical charges for ophthalmological services and cardiography from 1985 to 1986 (about $150 million) and increases in office visit charges (about $148 million) accounted for most of the increase in total office charges during the period. Total charges for medical services grew more slowly than charges for other types of service from 1985 to 1986, largely because of declining charges for inpatient hospital physician visits. If inpatient hospital admissions increase (as they apparently did in 1987) and if inpatient hospital lengths of stay remain stable (as they apparently did in 1987), charges for physician inpatient visits are a likely source of future growth in Medicare SMI spending (Table 12 ). 
Surgical
The largest single source of growth in surgical charges was cataract lens surgery. These procedures (HCFA Common Procedure Coding System, or HCPCS, numbers 66980, 66983, and 66984) accounted for 18 percent of all surgical charges in 1986 and one-third of all increases in surgical charges from 1985 to 1986 (Tables 12 and 17, Figure 5 ). The total number of surgical cataract lens procedures increased 18 percent from 1985 (735,000) to 1986 (869,000). The Medicare population increased only 2 percent, so it is evident that per capita cataract procedures increased 16 percent in the 1-year period. Most of the growth occurred in outpatient facility settings.
Surgical procedures other than cataract lens operations have also shifted from inpatient hospital to outpatient facility settings. For example, two major groups of endoscopies (related to the esophagus and to the rectum) shifted from both office and inpatient settings to outpatient facility settings from 1985 to 1986 (Table 18 ). The relatively rapid growth in boththe volume and price of these procedures accounted for about $113 million of total surgical charge increases from 1985 to 1986. Growth in inpatient surgical DRG discharges for circulatory disease was noted earlier (Table 7) . Parallel growth in expenditures for inpatient physician services for such conditions also occurred, offsetting, to some extent, shifts in other activities to outpatient sectors. For example, Medicare-approved physician charges for coronary artery bypass surgical procedures increased about $63 million (21 percent) from 1985 to 1986. About one-half of this increase was attributable to the increasing volume of such procedures and one-half to the increasing approved charge per procedure (Table 19) . Although a slight shift upward in the complexity of the bypass operations performed can be seen from Table 19 , pure price increases accounted for about 95 percent of the increase in average approved charge per procedure. Rapid growth from 1985 to 1986 in the number of surgical procedures performed in office settings was previously noted (Table 14) . Most of this growth was caused by the proliferation of relatively lower priced surgical procedures. For example, surgical procedures related to skin and nail conditions and the destruction of lesions that were performed in office settings accounted for one-half of the growth in the total number of office-performed procedures (Tables 14  and 20) Growth in charges for surgical services from 1985 to 1986 was evident for all places of service.
• A shift of charges for cataract lens operations from inpatient to noninpatient settings has been supplemented by a substantial increase in the number of such procedures performed. Further, other types of surgical procedures, primarily diagnostic procedures, are also being shifted to noninpatient settings and are increasing rapidly in number.
• Certain complex surgical procedures continue to be performed in inpatient hospital settings in increasing volume and at increasing cost.
• The proliferation of low-charge surgical procedures in office settings contributed significantly to the growth in total surgical charges. Whether the growth resulted from new services or unbundling of services not previously identified as surgical requires further study.
Charges by physician specialty
Two physician specialties, internal medicine and ophthalmology, accounted for nearly 30 percent of all Medicare-allowed physician charges in 1986 (Table 21 ). (Nonphysician suppliers of goods and services, allowed charges for local carrier codes not consistent with HCPCS, and clinical laboratory charges paid under fee schedules are excluded from Table 21 .) Surgical specialties accounted for the largest share of physician charges for professional services, 37 percent.
The distribution of charges by type of service varies widely by physician specialty. General and family practice and internal medicine specialties derive the bulk of their charges from visits or consultations (Table 22 ). In contrast, surgical specialties derive only a minimal share of their charges from visits or consultations and most of their charges from surgery or surgery-related types of service.
Conclusion
The period 1983-86 was characterized by decreasing inpatient hospital utilization and by rapid growth in supplementary medical insurance reimbursements, especially reimbursements for physicians and other suppliers of medical services in a noninpatient hospital setting and for outpatient facility care. Growth in physician surgical charges, primarily for outpatient facility settings, was a primary source of increased charges for physician services. Growth in cataract lens procedures appears to have been a major source of increase in physician charges for surgery in outpatient facilities. Other procedures, mostly diagnostic procedures, also contributed to increases in physician charges for outpatient facility services. As inpatient utilization declined, physician charges appear to have shifted from visit charges to charges for other types of services, primarily surgical, diagnostic X-ray, and clinical laboratory services. These changes in physician billings were accompanied by rapid increases in the use of and expenditures for outpatient facility services.
Technical note
Two basic data sources were used in preparing this article. Administrative data from HCFA's Medicare Statistical System and Hospital Cost Report Information System were supplemented with data from special statistical systems, including the Part B Medicare Annual Data system, the source of data for 1986, and the 5-Percent Sample Bill Summary Record, the source of data for 1982-85. Data for all files and for all years are incomplete for a variety of reasons.
• Administrative data files are edited for erroneous records. Such editing may require reprocessing and reentry into the statistical files used for this article. Occasionally, reprocessed administrative records are not included in statistical files. • In this article, an attempt was made to portray trends based on the year in which a service was rendered and an expense incurred. Frequently, long lags exist between the time of service, the time a bill is submitted for the service, and the time the bill is finally recorded in the administrative billing system. Thus, statistical information derived from the administrative billing system is likely to be incomplete at any given point in time.
• Statistical files, such as BMAD, are obtained about 3 months after the close of a reporting period. Therefore, some services incurred in the reporting period are likely to be omitted from such files because not all bills have been recorded by Part B carriers and some bills have been received but have not yet been processed. • Complete and accurate data for certain subgroups of Medicare enrollees are not available. For example, information on the working aged, who receive primary health insurance coverage under private health insurance, is not clearly distinguished from other fee-for-service data in HCFA's record system. An attempt was made to exclude from this article identifiable utilization data for prepaid health plan enrollees. However, Medicare utilization data for the working aged are difficult to identify; therefore, no attempt was made to exclude data on these persons or their utilization from the analysis. We think that the inclusion of data for these persons had a minimal effect on the overall data and the conclusions in this article.
• Complete data on Part B deductible amounts for certain persons not meeting the Part B deductible are not currently collected in any HCFA administrative or statistical data file and were partially estimated from household survey information.
To adjust for these limitations, we have estimated total utilization, charges, benefit expenditures, and person-use information to ensure internal consistency based on the best data sources available. Thus, benefit expenditures for physicians and other medical suppliers were estimated first. Then the relationships between incurred expenditures and total allowed charges were derived. Finally, the distributions of charges were made from existing statistical files. Our estimates may therefore vary from other estimates from the same data sources.
